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as a deduction, in computing adjusted
gross income, the amount of the origi-
nal issue discount he included in gross
income but did not receive.

(f) Application of section 1232(a)(3) to
face-amount certificates—(1) In general.
Under paragraph (c)(3) of §1.1232-1, the
provisions of section 1232(a)(3) and this
section apply in the case of a face-
amount certificate issued after Decem-
ber 31, 1975 (other than such a certifi-
cate issued pursuant to a written com-
mitment which was binding on such
date and at all times thereafter).

(2) Relationship with paragraph (e) of
this section. Determinations with re-
gard to the inclusion as interest of
original issue discount on, and certain
adjustments with respect to, face-
amount certificates to which this sec-
tion applies shall be made in a manner
consistent with the rules of paragraph
(e) of this section (relating to the ap-
plication of section 1232 to certain de-
posits in financial institutions and
similar arrangements). Thus, for exam-
ple, if a face-amount certificate is re-
deemed before maturity, the holder
shall be allowed a deduction in com-
puting adjusted gross income computed
in a manner consistent with the rules
of paragraph (e)(2) of this section. For
a further example, if under the terms
of a face-amount certificate, the issuer
may grant additional credits to be paid
at a fixed maturity date, computations
with respect to such additional credits
shall be made in a manner consistent
with the rules of paragraphs (e) (6) and
(7) of this section (as applicable) relat-
ing to contingent interest arrange-
ments.

[T.D. 7154, 36 FR 25005, Dec. 28, 1971; 37 FR
527, Jan. 13, 1972, as amended by T.D. 7213, 37
FR 21993, Oct. 18, 1972; 37 FR 22863, Oct. 26,
1972; T.D. 7311, 39 FR 11880, Apr. 1, 1974; T.D.
7365, 40 FR 27936, July 2, 1975]

§1.1232-4 Obligations with excess cou-
pons detached.

Section 1232(c) provides that if an ob-
ligation which is issued at any time
with interest coupons:

(a) Is purchased after August 16, 1954,
and before January 1, 1958, and the pur-
chaser does not receive all the coupons
which first become payable more than
12 months after the date of the pur-
chase, or

§1.1233-1

(b) Is purchased after December 31,
1957, and the purchaser does not receive
all the coupons which first become pay-
able after the date of purchase,

Any gain on the later sale or other dis-
position of the obligation by the pur-
chaser (or by a transferee of the pur-
chaser whose basis is determined by
reference to the basis of the obligation
in the hands of the purchaser) shall be
treated as ordinary income to the ex-
tent that the fair market value of the
obligation (determined as of the time
of the purchase) with coupons attached
exceeds the purchase price. If both the
preceding sentence and section
1232(a)(2) apply with respect to the gain
realized on the retirement or other dis-
position of an obligation, then section
1232(a)(2) shall apply only with respect
to that part of the gain to which the
preceding sentence does not apply. For
example, a $100 bond which sells at $90
with all its coupons attached is pur-
chased by A for $80 with 3 years’ cou-
pons detached. Three years later, A
sells the bond for $92. The first $10 of
the $12 profit is taxable as ordinary in-
come. The remaining $2 gain is taxable
either as ordinary income or as long-
term capital gain, depending upon the
application of section 1232(a)(2). Pursu-
ant to section 7851(a)(1)(C), the regula-
tions prescribed in this section shall
also apply to taxable years beginning
before January 1, 1954, and ending after
December 31, 1953, although such years
are subject to the Internal Revenue
Code of 1939.

[T.D. 7154, 36 FR 25009, Dec. 28, 1971]

§1.1233-1 Gains and losses from short
sales.

(a) General. (1) For income tax pur-
poses, a short sale is not deemed to be
consummated until delivery of prop-
erty to close the short sale. Whether
the recognized gain or loss from a short
sale is capital gain or loss or ordinary
gain or loss depends upon whether the
property so delivered constitutes a cap-
ital asset in the hands of the taxpayer.

(2) Thus, if a dealer in securities
makes a short sale of X Corporation
stock, ordinary gain or loss results on
closing of the short sale if the stock
used to close the short sale was stock
which he held primarily for sale to cus-
tomers in the ordinary course of his
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